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TUESDAY, MAY 19, 1953 


Unirep States SENATE, 
SUBCOMMITTEE ON SECURITIES, 
INSURANCE AND BANKING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The subcommittee met, pursuant to notice, at 10:15 a. m., in room 
301, Senate Office Building, Senator Bush (chairman) presiding. 
Present: Senators Bush, Beall, and Frear. 
Senator Busa. The committee will come to order, please. 
Mr. Rhodes, you are the first witness. 
Mr. Rhodes, do you want to testify on behalf of these bills, S. 1665 
and 1666? 
Mr. Ruopes. Yes, sir. 
Senator Busu. Suppose you take them in order by number. We 
will insert them in the record at this point. 
(The bills referred to follow:) 
[S. 1665, 83d Cong., Ist sess.] 
A BILL To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 13 of the Federal Credit Union 
Act (12 U. S. C., see. 1763) is hereby amended by inserting ‘‘(a)’’ after “Sec. 
13.”’ and by adding at the end thereof the following new subsection: 

“(b) If at any annual meeting a dividend is declared under subsection (a), 
then upon recommendation of the board of directors a patronage dividend may 
also be declared at such meeting from the remaining net earnings. A patronage 
dividend shall be paid to members in proportion to the interest they have paid 
during the preceding fiscal year on loans made the them.” 

Sec. 2. Section 16 of the Federal Credit Union Act (12 U. S. C., sec. 1766) 
is hereby amended by adding at the end thereof the following new subsection: 

““(f) Any officer or employee of the Federal Security Agency is authorized, 
when designated for the purpose by the Director of the Bureau of Federal Credit 
Unions, to administer oaths and affirmations and to take affidavits and deposi- 
tions touching upon any matter within the jurisdiction of the Bureau of Federal 
Credit Unions,”’ 


(S. 1666, 83d Cong., Ist sess.] 
A BILL To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first proviso in paragraph (5) of section 7 
of the Federal Credit Union Act (12 U.S. C., sec. 1757 (5)) is hereby amended to 
read as follows: ‘‘Provided, That no loans to a director, officer, or member of a 
committee shall exceed the amount of his holdings in the Federal credit union as 
represented by shares thereof unless (a) each loan (other than a loan which will 
not make his indebtedness to the Federal credit union exceed the amount of his 
holdings in such union) is in his absence unanimously approved at a meeting of 
the board of directors, the credit committee, and the supervisory committee, at 
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which a majority of such board and a majority of each such committee is present, 
and (b) a record of such approval is entered on the loan application’’. 

Sec. 2. The third sentence of section 6 of the Federal Credit Union Act (12 
U.S. C., see. 1756) is hereby amended to read as follows: ‘‘Promptly after the 
completion of each examination, each Federal credit union shall pay an exami- 
nation fee to the Bureau of Federal Credit Unions in accordance with a scale of 
examination fees prescribed by regulation, and such regulation shall be based on 
due consideration of the time and expense incident to such examinations, and to 
the ability of Federal credit unions to pay s ich fees: Provide d, however, That no 
such fees shall be prescribed or collected at an examiner-day rate in excess of 


$56, or $0.50 per $100 of assets, whichever is lower.” 
Sec. 3. The amendment made by section 2 of this Act shall apply to examination 
fees payable with respect to the calendar year 1953 and subsequent calendar vears 
Sec. 4. The first sentence in paragraph (5) of section 7 of the Federal Credit 
Union Act (12 U.S. C., see. 1757 (5)) prior to the proviso is hereby amended by 
striking out ‘‘3”’ before ‘‘years”’ and by inserting “5”’ in lieu of the figure so stricken 


STATEMENT OF HUBERT M. RHODES, CREDIT UNION NATIONAL 
ASSOCIATION, INC. 


Senator Busu. Are you going to file a written statement or just talk 
to us, Mr. Rhodes? 

Mr. Ruopes. I will just talk with you. Ihave no formal statement. 
I do appear in behalf of the Credit Union National Association, which 
represents the majority of credit unions in our country, in support of 
S. 1665, a bill to amend the Federal Credit Union Act, as amended, in 
two respects. 

First, it is proposed to make it possible by statute for a credit union, 
upon its own decision, at the end of the vear under certain conditions 
to refund to borrowers a portion of the interest that they have paid 
on loans. Credit unions are permitted under law to charge interest 
for loans It is a modest rate. 

Senator Busu. What is the current rate? 

Mr. Ruoprs. The maximum rate permitted under the law is 1 per- 
cent per month on the unpaid balance. That is about the equivalent 
of 6 percent interest discounted if loans are repaid in installments. 
Most of the credit union loans are that wav over a period of time, and 
a borrower pays at the end of the month on the unpaid balance of the 
loan. 

When net earnings permit, the credit union may declare for itself 
or its members a dividend, as we call it, on savings. It is simply 
computing the interest on the amount of savings a member may have 
had in over the past year or part of the year. If they are able to do 
that and there are still some undivided profits remaining, this would 
give the credit union power to return a portion of the mterest the 
borrowers have paid, who were the ones, of course, who made it 
possible to have had some earnings to pay a dividend to the savers. 

Senator Busu. Which comes first, the chicken or the egg? They 
made it possible, but they could not possibly have done it unless they 
had the savers. 

Mr. Ruopus. That is correct. 

Senator Bus. Which do you encourage, the saver or the borrower? 

Mr. Ruopss. Primarily the credit union is to promote thrift. 
Therefore, it does encourage the people eligible to become members, 
and to save regularly as much as they can and as long as they can. 
It does encourage them, if earnings permit, to pay some return to 
them—to give them some interest on the savings. 
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The capital, so to speak, in this cooperative bank, comes from the 
savings of members and without that we would not have a fund to 
make loans to members. Of course, loans are limited to members 
of the organization. 

This provides that that would come first as it does now, and it is 
only a permissive thing in case something is left later, because a cer- 
tain rate of dividend must be declared to the savers or shareholders 
of the organization before any refund of interest is made to borrowers. 

Of course, that is in proportion to the amount of interest they have 
paid in. 

We find that there are some interested in doing it. The credit union 
is for service first, last, and always. I think in answer to your ques- 
tion, Senator, the matter of dividends on savings would come first. 
Maybe in a lot of instances there wouldn’t be any remaining to pay a 
refund to borrowers. 

Senator Busu. Why does this come up? Do you have pressure 
from the borrowers for this recognition? 

Mr. Ruopes. | don’t think we have pressure from the borrowers. 

Senator Busu. You say the Credit Union National Association, 
Inc. What is that, a trade association, so to speak? 

Mr. Ruopes. Yes, sir. 

Senator Busu. Are all the credit unions members of this? 

Mr. Ruoprs. Not all. The majority are. They become members 
on a voluntary basis. 

Senator Busu. Do they pay dues to your association? 

Mr. Ruopes. That is right. 

Senator Busn. And you sort of look out for them, so to speak. 

Mr. Ruopss. We represent them in matters like this. 

Senator Busu. Do you devote your full time to the service of this 
institution? 

Mr. Ruopes. Yes. 

Senator Bus. Do you have an office in Washington? 

Mr. Ruopgs. I do. 

Senator BusH. How many people in your organization, approxi- 
mately? 

Mr. Ruopgs. In the Washington oflice there is a secretary and 
myself. In our national office, which has headquarters in Wisconsin, 
we have an office staff, I suppose, upward of a hundred people, in- 
cluding some field people, and we have some affiliated services. 

Senator Busu. What does that big organization do out there? 

Mr. Ruopes. The field organization? 

Senator Busu. Yes. 

Mr. Ruopes. They assist in forming credit organizations for other 
groups and helping State organizations develop, 

Senator Busn. They are advisory to the existent credit unions 
and promote the formation of new credit unions where there seems to 
be a need for them; is that right? 

Mr. Ruoprgs. Yes, sir. 

Senator Bus. And they are not paid by the Government but by 
the association? 

Mr. Ruopss. That is right. 

Senator Busu. What is your title in the association? 

Mr. Ruopss. | am designated manager of the Washington office 
of the Credit Union National Association, 
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Senator Busy. What is the head of the association designated? 
Mr. Ruopes. Managing director. 

Senator Busx. Of the Credit Union National Association? 

Mr. Ruopes. That is correct. 

Senator Busx. I do not have a good background on this and this 
all purely for information. 

Senator Beaty. Who may be a saver in these institutions? 

Mr. Ruopegs. To go back to the credit union, itself, each is an 
autonomous organization which is formed in some particular group 
of people with a mutual bond of interest. The field is described in 
the bylaws of the organization after the group has obtained from the 
Government a charter and has become a corporate body to operate it. 
For example, it can serve employees of a factory or in some industrial 
concern other than that. 

Senator Brau. Only the employees of that factory or that com- 
pany or that Government agency may be members or savers in the 
institution? 

Mr. Ruopes. In their particular one; yes. 

Senator Bratt. You have a Government credit union here of 
Federal employees on the Hill, do you not? 

Mr. Ruopes. That is right; Senate employees, 

Senator Beaty. Can anybody come in off the street and save 
money in this place? 

Mr. Ruopes. No, he may not. 

Senator Brautu. Can he be employed in any branch of the Govern- 
ment? 

Mr. Ruopers. No, the different branches of Government have sep- 
arate credit unions. For example, I might say that the people across 
the way in the House of Representatives are interested now to estab- 
lish one for themselves because they are not eligible to belong to the 
one for the Senate employees. 

Senator Bratt. Then you have them at different places. For 
instance, I understand you have one at the Glenn Martin plant. 

Mr Ruopes. I think so. 

Senator Brauti. Only Glenn Martin employees may be savers. 

Mr. Ruopes. That is correct. 

Senator Bratyu. Only those employees may be borrowers from that 
credit union. 

Mr. Ruopes. That is right. 

Senator Breauut. As an example, can a Glenn Martin employee 
borrow from the credit union over here? 

Mr. Ruopes. No. 

Senator Busxa. A borrower, as I understand it, must be a saver in 
that particular place that he borrows from. 

Mr. Ruopes. He must be a member. 

Senator Busx. And he must be a saver to be a borrower. Is that 
right? 

Mr. Ruopes. Yes. I am happy to help, Senator. If I can answer 
any other questions I will be glad to do so. 

Our movement has been in existence a long, long time. We do 
have thousands of these institutions throughout the country. They 
are self-managed and they are for the purpose of helping people help 
themselves in accumulating some savings and in taking care of their 
loan needs at reasonable cost. 
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Senator Busan. May I interrupt you once more for the information 
of myself and Mr. Beall? 

This is a picture of the Federal credit unions as of December 31, 
1952. 


(The information referred to follows:) 


FEDERAL CREDIT UNIONS 

Following information as of December 31, 1952: 

Number of unions, 5,925; assets, $662,408,869; outstanding loans, $415,062,315; 
number of members (approximate), 2,800,000. 

Mr. Ruopgs. It is to represent their wishes about this matter that 
we have offered the proposed legislation. 

Senator Bus. On this matter of increasing the patronage dividend, 
is that a matter that comes up to you from these unions and do they 
all think it is a desirable thing to do? Can you give us any figures 
about the unanimity of view on this recommendation? 

Mr. Ruopes. I would say that obtains with respect to obtaining 
permission to m it. There have been some cases, not too many, 
where we have had the desire expressed that they would do that. 
I think of one loc al credit union which wanted to do that and I believe 
made arrangements so that it could be effected by permission of the 
supervising department here. We feel this may be an answer to 
part of that, that our credit union should charge a going and adequate 
rate, which we think this 1 percent is, and yet still a reasonable and 
fair rate, so that the earnings would permit them to take care of 
such overhead as they do have and to provide as fully as possible, 
services for the members. They can compensate the Treasurer when 
earnings permit and pay for clerical assistance. 

Senator Beaty. You loan at 1 percent per annum? 

Mr. Ruopes. One percent per month on the unpaid balance. 

Senator Breau. Of the unpaid balance? 

Mr. Ruopes. That is right. 

Senator Brau. Not on the full loan? 

Mr. Ruoprs. That is right, unless the amount is just kept month 
after month and no curtailment is made. 

Senator Bratt. On a $100 loan, are the payments to retire that 
loan deducted from the payroll? 

Mr. Ruopers. It may be if the facility is available and if manage- 
ment is agreeable to it and if it is mutually agreeable between the 


member and the company. A great many institutions do that. 
Senator Beau. Who keeps these various credit union locals’ books? 
Mr. Ruopes. They elect some officials among their number. They 


designate one of them the treasurer and bond him with a good surety 
company. 

Senator Busu. May I interrupt? 

In an outfit like Martin, for instance, the company will make some 
fellow’s time available, at least part time, to act as the servant of the 
credit union. Is that right? 

Mr. Ruopegs. At the start I would say that management generally 
does that. Subsequently the credit union is able to pay for that time, 
and does so out of its earnings. DuPont, for example, in starting 
many of their credit unions, did assist by providing some clerical help 
and some office space, and so on, 


83680—53——2 
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Senator Busu. But ordinarily the credit union will take over its 
own administration and pay for it 

Mr. Ruopgs. That is right. 

Senator Busn. Will they have a full-time officer or will that officer 
in the DuPont factory be a member of the DuPont mulneniabaiens just 
doing work pert time for the credit union? 

Mr. Ruopres. He might be that for a while, and sometimes a 
treasurer or manager is such and, they employ cashiers or clerks or 
whomever they may need to do the mechanical work in the credit 
union office, but some are large enough to have a full-time staff. 

Senator Busn. Has any opposition developed to the credit unions 
from the savings banks or the loan associations or mortgage and loan 
associations or the Federal savings and loan associations? 

Mr. Ruopes. No; to the best of my knowledge, generally, they 
regard us, I think, as a supplement to that service. 

Senator Busu. They do not feel you are competitors? 

Mr. Ruopes. No; | think not. 

Senator Busu. Is there any limit to the size of a loan a credit union 
may make legally? 

Mr. Ruopes. Yes; under the Federal law the limit is $200 or 10 
percent of the credit union’s unimpaired capital and surplus. 

Senator Busu. So in effect you are more a competitor of the 
Household Finance Corp. type of organization, beneficial loans, and 
so forth; is that correct? 

Mr. Ruopres. We are trying to provide a service to help our mem- 
bers which will eliminate the necessity for paying high rates that some 
of these companies charge. We have a much more reasonable rate. 

Senator BusH. But contrary to their practice, you offer the savings 
facility first and a reward for that which these other finane e companies 
do not offer; is that right? 

Mr. Ruopes. Yes. We offer that where the member is. It is 
convenient and accessible to him. We do all we can to encourage 
him to start even with a very modest amount, because he can save 
in his eredit union at the rate of as little as 25 cents per month. 

Senator Busx. But you have not felt any organized resistance to 
the expansion of you group from the savings bank fraternity? 

Mr. Ruopes. No. 

Senator Busu. I have not heard of any. 

You do not mind if we try to catch up with you, [ hope. You have 
the advantage of us in background. 

Mr. Ruopes. I am happy to try to answer the questions. We feel, 
Senator, that there is ample room for all savings institutions. They 
are doing a job and we are trying to do a job, too. One of our real 
efforts is to try to eliminate usury. As we get more credit unions we 
see some effect in that way. Therefore, the man has more money to 
use in supporting his family and for a happier life. 

Senator Busu. This being a mutual society, I suppose the wishes 
of the depositors, who have the prime interest in the thing, are the 
most important consideration. How do you think they feel about 
this patronage dividend for the borrowers? 

Mr. Ruopes. I would think that in general they would approve it. 
If they do not, the proposed amendment does not force them to do 
it. They are not required to unless the credit union votes in favor of it. 

Senator Busx. It is a permissive matter? 





er 
ist 


or 
lit 


ns 
un 


mn 


1953 AMENDMENTS TO FEDERAL CREDIT UNION ACT 7 


Mr. Ruoprs. That is correct. 

Senator Brauu. Will not the dividends that you would give the 
borrower from the interest of the saver, come out of his earnings? 

Mr. Ruopgs. Having paid a dividend to the savers, sometimes 
there is something left to go into the undivided profits account. If 
the credit union is able to pay a reasonable return and has something 
left over, that is what this proposes to take care of. At the start 
the credit union may not pay any dividends for the first vear. 

Senator Beauty. After 3 years what do you usually pay? 

Mr. Ruoves. I would say perhaps from 3 to 4 percent. 

Senator Brau. You start out at about 3 or 4? 

Mr. Ruopes. Yes. The limit under the law is 6 percent, or under 
the regulation. 

Senator Bratt. Do many companies pay 6 percent? 

Mr. Ruoprs. Not very many. I saw a breakdown a little while 
ago and there were a greater number of Federal credit unions in the 
category from 3 to 3.9 percent than in any other category. There 
were several hundreds, of course, that did not pay anything the first 
year. 

Senator Beaty. That would be natural. 

Mr. Ruopes. So they go from 1 to 2 to 3 and sometimes a little 
higher than that. 

Senator Busu. So actually the people who would vote to pay this 
patronage dividend would be the officers or directors of a given credit 
union. Is that right? 

Mr. Ruopres. That is right. 

Senator Busu. Who would be the savers or they would not be the 
officers. 

Mr. Ruopes. Yes, they must of course be members to be officials 
and they must be savers to be members. That is correct. 

Senator Busu. So in a sense it is a disposal of their own money. 

Have you noticed and observed that there is a technical suggestion 
that has been offered here by the Department of Health, Education, 
and Welfare in the form of an amendment to this? Are you familiar 
with their suggested amendment? 

Mr. Ruopes. I have heard that they did have a suggestion about 
a change in thisformula. I was just talking before the hearing opened 
about it. That may be a better method of doing this than what we 
propose in here. I have not seen a copy or examined it. 

Senator Busn. We will place in the record a letter from Mrs, 
Hobby. 

(The document above referred to follows:) 

DEPARTMENT OF HEALTH, EpvcatTion, AND WELFARE, 
Washington, D. C., May 7, 1953, 
Hon. Homer E. CapeEnart, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 
Dear Mr. CuarrMan: This letter is in response to your request of April 20, 
1953, for a report on 8S. 1665, a bill to amend the Federal Credit Union Act. 
Section 1 of this bill would amend section 13 of the Federal Credit Union Act so 
that a patronage dividend could be paid to members, such dividend being based 
n the amount of interest paid by the member. 
We believe that the principle involved in this proposal is sound. Actually, the 
roposal amounts to a method for returning a percentage of the interest paid on 
ans during the fiscal year when the income of the credit union is sufficient to 
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rrant such arefund. Technical suggestions to effectuate better the purpose of 
proposal are enclosed herewith. 


Section 2 of the bill would amend section 16 of the act by adding a new sub- 


section empowering any officer or employee of the Federal Security Agency 
succeeded by this Department), when designated for the purpose by the Director 
of the Bureau of Federal Credit Unions, to administer oaths and affirmations and 


to take affidavits and depositions touching upon any matter within the juris- 
diction of the Bureau of Federal Credit Unions. 

This authority would facilitate the work of field examiners in connection with 
investigation of defalecations, violations of Federal laws by Federal credit union 
Officials or employees, and execution of organization certificates for new Federal 
eredit unions, but should, we believe, be limited to employees of the Bureau. 

We would, therefore, recommend enactment of the bill, subject to the com- 
mittee’s consideration of the technical modifications suggested in the enclosure 
to this report. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report to your committee 

Sincerely yours, 
Oveta Cup Hospy, Secretary, 


TECHNICAL SUGGESTIONS FOR AMENDMENT OF 8S. 1665 


Section 1. In order to avoid accounting and administrative complications it 
is our opinion that interest refunds should be paid only to members of record as of 
the close of business on December 31 of the year concerned. The amount to be 
refunded would usually be small and it is often difficult to locate a member who 
has moved away. It is also believed that action on interest refunds can be taken 
most effectively by the board of directors which also has the power to fix the 
interest rate on loans. 

In order to recognize that the refund, in effect, is a readjustment of the interest 
rate, it is reeommended that subsection (c) of section 11 (dealing with powers of 
the board of directors) he amended instead of section 138 which deals with 
dividends. We suggest, therefore, that subsection (c) of section 11 be amended by 
striking out “and,” after the last semicolon and by inserting before the period at 
the end of the paragraph the following: ‘‘; and, subject to such regulations as 
may be issued by the Director, authorize an interest refund to members of record 
at the close of business on December 31 in proportion to the interest paid by them 
during that year.” 

Sec. 2. Approval of the amendment is recommended, but it is suggested that 
“Bureau of Federal Credit Unions” be substituted for “‘Federal Security Agency”’ 
in this section of the bill since it is believed the use of the provision need not extend 
beyond the staff of the Bureau. If it is decided to include any officer or employee 
of the Department of Health, Education, and Welfare in the scope of this authority 
the name of the Department should be substituted for ‘Federal Security Agency”’. 


Senator Busu. Let me just read this and you can see what I am 
talking about. 


In order to avoid accounting and administrative complications it is our opinion 
that interest refunds should be paid only to members of record as of the close of 
business on December 31st of the year concerned. The amount to be refunded 
would usually be small and it is often difficult to locate a member who has moved 
away. It is also believed that action on interest refunds can be taken most 
effectively by the board of directors which also has the power to fix the interest 
rate on loans, 

In order to recognize that the refund, in effect, is a readjustment of the interest 
rate, it is recommended that subsection (c) of section 11 (dealing with powers of 
the board of directors) be amended instead of section 13 which deals with 
div idends. 


Do you want to look at that? 


We suggest, therefore, that subsection (c) of section 11 be amended by striking 
out “and,” after the last semicolon and by inserting before the period at the end of 
the paragraph the following: ‘‘; and, subject to such regulations as may be issued 
by the Director, authorize an interest refund to members of record at the close 
of business on December 31st in proportion to the interest paid by them during 
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Do you object to that? 

Mr. Ruopes. That is for the current year, is it not? For example, 
that would be applicable to the interest paid in during the current 
year. 

Senator Busu. During the past year. 

Mr. Ruopes. That is right. 

Senator Busse. Do you think that is a good amendment? 

Mr. Ruopes. That would be satisfactory with us. 

Senator Busu. Then it says here: 

Approval of the amendment is recommended, but it is suggested that “Bureau 
of Federal Credit Unions’’ be substituted for ‘‘Federal Security Agency” in this 
section of the bill since it is believed the use of the provision need not extend 
beyond the staff of the Bureau. 

That is section 2 of the bill, 

Mr. Ruopsgs. Yes, sir. 

Senator Busu (reading) : 

If it is decided to include any officer or employee of the Department of Health, 
Education, and Welfare in the scope of this authority, the name of the Department 
should be substituted for ‘‘Federal Security Agency.” 

That is a very technical matter. 

You have no objection to these amendments? 

Mr. Ruopes. No. We would be in agreement with those, Senator. 

Senator Busy. Have you any other comments you would like to 
make for us? 

Mr. Ruopes. Well, with respect to that bill the other proposal is 
that certain officials, particularly the examiners of the Bureau of 
Federal Credit Unions, could be authorized to take affidavits and to 
notarize papers. Sometimes in the field that would be very helpful 
if they could do that on the scene. We are favorable to that proposed 
change. The amendment you suggested about changing the name of 
the Federal Security Agency to the new department, of course, is 
understood, and we would be agreeable to that. 

Senator Busn. Have you any further comments about 5. 1665 or 
have we covered that pretty well? 

Mr. Ruopes. I believe we have covered that very well. I am 
satisfied. 

Senator Bus. We can say without. objection the committee ap- 
proves the suggestions as amended. 

Mr. Ruopes. Splendid. Thank you. 

Senator Busu. At least we will report it favorably to the full 
committee. 

Now the next one, Mr. Rhodes. 

Mr. Ruopes. Mr. Chairman, this has in it, 8. 1666, proposals for 
three amendments to the Credit Union Act, amending the sections 
as designated here. The essence of the first is that directors and 
committee members and officers of Federal credit unions would be 
permitted to borrow from their own credit unions in excess of their 
holdings therein. 

Senator Breau. Tell us why that is necessary, why you are asking 
for that. 

Mr. Ruopgs. Why do we? 

Senator Beauu. Yes. 
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Mr. Ruopgs. There many occasions when such officials have need 
for loans. There have been occasions when to s apply that need and 
to get a loan from the credit union, such officials would resign from it. 
The credit union has therefore lost some experienced and some good 
officers whom the members have chosen to serve them. This, under 
certain conditions and limitations laid down here, would permit the 
credit union to lend to an officer, if he had the need for it, as many do. 

Senator Brat. Do you think that is fair to the other shareholders? 
An officer, naturally, and his board would look kindly to his colleagues 
on there and would be perhaps inclined to lend one of them money 
beyond his ability to repay. What I am thinking about is this: If 
you will remember back in the twenties, banks used to loan excessively 
to officers. They caer passed them automatically, sometimes, perhaps 
without formal approvs al of the board of directors 

Do you remember those things? 

Mr. Ruopgs. Yes, sit 

Senator Beauty. I just wonder whether it is healthy to do that. 

Senator Busu. May I ask a question apropos of that? 

Can any member borrow in excess of the deposits? 

Mr. Ruopgs. Yes. 

Senator Busu. So it is only to pul the officers and directors on the 
same basis with the other members? 

Mr. Ruoprs. That is correct; except that in addition to the normal 
procedure in having the credit committee approve an application for 
a loan, an office r would have to have the approval of the other 
directors and the two committees, the members of the committees 
who are present at a meeting. 

Senator Bratu. But nobody, including an officer, could borrow 
more than $200? 

Mr. Ruopes. Of course if he had = savings in the credit union, 
an officer might. The limit is $200, or 10 percent of the unimpaired 
capital in surplus regardless of the hol Seas in the eredit union. 

Senator Busu. I should think there would be some desirability in 
not changing that. I think there ought to be a little special restraint 
on the board of directors. How much demand is there for this change? 

Mr. Ruoprs. A good deal. 

Senator Busu. Mostly from the officers and directors? 

Mr. Ruoves. I would say so; yes. ‘They represent the credit 
unions and of course expressions and resolutions that we get in our 
organization come from the credit unions. In some States, under 
State laws, there is no such limitation. There has been a good deal 
of experience under those laws in making loans to officials. With 
respect to the conditions that did prevail years ago—and I think they 
had something to do with this restriction being put in the law—we 
feel that conditions have changed substantially since then and that 
the officers are very conscientious and would be and they are the key 
people selected from the membership. We feel they would want to 
guard their positions and to prevent any criticism coming upon them 
from having borrowed excessively or a large portion of the funds, and 
so On. 

Senator Brau. That is true, Mr. Rhodes, but I have in mind that 
vou have 5,000 credit unions; 4,400 of them could be perfect and in 
the other 600 you would have directors who would borrow too much. 
[ am thinking about fraternal organizations that I have known where 
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the officers were elected and dissipated the funds. The organization 
itself was fine. The national officers were above reproach. But the 
local officers in certain instances went beyond their own jurisdiction 
and loaned themselves money. 

Senator Busu. We are going to hear from the Department on this. 
Have vou discussed this with the Department? 

Mr. Ruoprs. We have informally. We had a similar proposal in a 
bill some time ago. I know generally of the attitude that I think the 
Department has with respect to it. We know that there are some 
differences of opinion. We feel that the arguments in favor of it, 
though, outweigh those against it. 

Senator Busn. Tell me about vour experience with defalcations or 
trouble spots in this situation. Have you anything you can give us 
on that? Take 1952, for instance. 

Mr. Ruopres. Of course we did not have the privilege for officers 
to borrow under the Federal law. We have not had that yet. But 
where such defalcations have occurred, it has not been because of the 
officials under State laws having borrowed from the credit unions. I 
think you would find a very unusual experience or a splendid record 
there in their use of the credit union. We have had some cases, of 
course, of defalcations. 

Senator BusH. How many? 

Mr. Ruopzs. We are trying to correct that. I am sorry, I don’t 
have the figures available as to how many. We have had a few out- 
standing ones on which attention has been centered. 

Senator Busn. Would you know about all of them in your office? 

Mr. Ruopss. So far as the company with whom we do business, 
the surety bonds coverage business, is concerned, we would have a 
record. We might not have in all cases. Generally we would know, 
I think, pretty generally the number. The supervising departments, 
of course, have such a record under State laws and under the Federal 
law. 

Senator Busu. Are all of the officers of these credit unions bonded? 

Mr. Ruopss. All those who handle money. The treasurer usually 
is the first one bonded. He is the one who handles the funds. Later 
on he will have assistants and there might be collectors and other 
people to help him. If all of the directors eventually were handling 
funds, all of them would be covered by bonds. 

Senator Busu. That is required by law? 

Mr. Ruopes. That is right. We feel that that is one important 
thing, one place that some of these unfortunate conditions might 
have been corrected and may be prevented from occuring again if we 
have adequate bond coverage and if we do a good job within our 
credit unions through the supervisory committee in inspecting the 
records and seeing that bonds are kept current and adequate. 

Senator Busan. Why do you think the Department does not favor 
this particular bill? 

Mr. Ruopes. I haven’t the reasons before me. I haven’t a copy of 
their report, or anything. I thought a while ago that perhaps there 
was not too strong a feeling against it except that—and I don’t put 
words in their mouths—as we have gone along and formed credit unions 
it was a general understanding with management and with the groups 
themselves that here was this limitation, that perhaps that might 
have had some bearing upon the decision to organize the credit union 
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inasmuch as officials could not borrow from it. But the times have 
changed, as I say, and we have a good deal of pressure and requests 
have been coming into the national organization for several years, 
to have that permission. Maybe all would not use it. Again, it has 
to be done under certain conditions if these loans are made. There 
are places where I am frank to say I am afraid there is some subterfuge 
in this matter of borrowing through the official’s family or through 
someone else so the official could have the use of the money. 

This would eliminate that and have us all on an equal basis with 
these limitations that the rest of them have to approve an application 
for a loan before it can be made to an officer. 

Senator Breatu. National banks do not permit their directors to 
borrow from the banks. 

Mr. Ruopes. Well, much can be said, Senator, in favor of the 
present restriction, but the preponderance of opinion now is to ask for 
a change in the law so that it can be done. 

Senator Busn. You are pretty sure that the preponderance of 
opinion is that way? 

Mr. Ruopes. Yes, because had it not been so we could not have 
come in with a directive from the credit union people, which, in effect, 
this is. 

Senator Busou. When you say “the preponderance of opinion,” 
you mean the preponderance of opinion of the officers and directors? 

Mr. Ruopes. As representatives to the national organization. We 
have State federations of credit unions and they send directors to a 
national annual meeting and actions are taken there with respect to 
such as this and this was a majority vote. 

Senator Busx. But obviously you apparently have not any refer- 
endum of the opinion of the savers generally. You are only reflecting 
the opinion of the officers and directors who come to a national meet- 
ing and express their views; is that right? 

Mr. Ruopss. There has been no referendum to the general mem- 
bership. 

Senator Busu. That would be rather difficult to undertake, I 
suppose. 

Mr. Ruopgs. Yes, it would. 

Senator Busu. How often do you have a meeting of these officers 
and directors or representatives of the credit unions? 

Mr. Ruopes. The State federations or leagues of credit unions 
have annual meetings. 

Senator Busx. In the States? 

Mr. Ruopes. That is right. The national organization has an 
annual meeting. 

Senator Busu. It does? 

Mr. Ruopes. Yes. 

Senator Busu. Will all the States be represented? 

Mr. Ruopes. That is right. 

Senator Busu. Who will they be represented by, a State official of 
the credit unions or will they come directly from the credit unions 
themselves? Is there a State organization in each State? 

Mr. Ruopes. Yes. 

Senator Busn. A State organization? 

Mr. Ruopes. That is right. 
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Senator Busn. That is an informal organization not federally di- 
rected, but it is purely a trade organization, so to speak? 

Mr. Ruopes. That is right. Yes, there are, and for example there 
would be not more than five national directors from any one State. 
We have just had a national convention. They are officials, generally, 
in their own credit unions, but delegates to their State meetings select 
them and they could be from any delegate. They might be from a 
rank-and-file member, and in cases they no doubt are. But usually 
they are leaders in their own credit unions and in their own locality. 

Senator Busn. Suppose we pass on to section 2 of the bill, which 
would limit the examination fees paid by Federal credit unions to $56 
per day, or 50 cents per $100 of assets, whichever is lower. What is 
the purpose of that? 

Mr. Ruopes. It has come about because fees and charges have 
increased substantially over a period of years. 

Senator Busu. Who do they pay those fees to? 

Mr. Ruopes. This particular fee is paid to the Federal supervising 
agency, which is the Bureau of Federal Credit Unions. It is paid for 
the examination that the credit union examiner gives the credit union. 

Senator Busu. You say it should be limited to $56 per day. What 
has it been? 

Mr. Ruopes. I recall that several years ago I think the charge per 
day was thirty-four dollars and some cents. As times changed—and 
we recognize that—the cost was greater, so the fee was greater. 
Again, I cannot give you specifically the steps, but there were 2 or 3 
of them, as I recall, and finally the last one is on this present basis. 

Senator Busu. You mean it is established now by the Bureau that 
$56 per day is their fee? 

Mr. Ruopzs. That is right; or 50 cents per hundred of assets, 
whichever is lower 

Senator Busx. And you wish to limit that by law? 

Mr. Ruopss. That is right. 

Senator Busu. How is it limited now? 

Mr. Ruopss. By regulation. The supervisory authority has the 
power to make regulations and to fix these charges, taking into con- 
sideration conditions and the ability of the Federal credit union to 
pay. 

Senator Busu. Why do you seek to limit that? 

Mr. Ruopes. Because our fellows have felt that this is a sufficient 
charge. In comparison with some other similar work, it is perhaps 
higher, we are told, and they would like to know that this would not 
go higher than the $56 even though conditions might change. 

Senator Busu. Is it to be supposed that the Bureau would be 
charging more than they necessarily should charge to break even on 
this operation? Is there any thought that they might be charging 
exorbitant fees in order to make a showing or for any reason? 

Mr. Ruopes. No; not to my knowledge. I don’t believe there is 
that feeling. 

Senator Busu. So you just want to limit it? 

Mr. Ruopss. That is right. We feel that that is as high as it 
might be necessary to go, since the Federal credit unions now are 
paying a supervision fee which in cases of larger credit unions runs the 
cost up pretty substantially for them to be entirely self-supporting. 
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This is not the only fee they pay and the other, of course, is limited by 
the size and growth of the credit union. 

This is by statute, and we advocated the passage of that legislation 
last year. But in this respect, the examination part of it will be 
limited to what is proposed here. 

Senator BusH. Section 3 says that it would make this amendment 
effective for the calendar year 1953 and for subsequent years. In 
other words, vou want to establish that without limitation as to time; 
is that right? 

Mr. Ruopes. That is correct. 

Senator Busu. Section 4 of the bill would amend the act so as to 
authorize Federal credit unions to make maturities up to 5 years, 
The present limit is 3 years. 

Mr. Ruopszs. That is right. 

Senator Busu. Suppose you give us your views on that. 

Mr. Ruopes. Originally the limitation was 2 years. After a while, 
as credit unions got larger and monetary conditions changed and 
members did need larger amounts, it seemed an advantage that they 
might have the privilege of having a longer period of time to repay 
the loan. So we asked the Congress to amend the law to change that 
from 2 to 3 years. We have had several years of experience with it 
and it has been entirely satisfactory. We would be glad to have the 
privilege in the statute where the credit union could go beyond 36 
months. I would point out that the law very definitely gives the 
power to the board of directors of a credit union to fix a maximum time. 
It may be 10 months or 12 months or 15 months for quite some time. 
Later on the credit union might find an advantage—and again this is a 
request from the majority of them and by vote “the majority of their 
representatives have asked for the privilege—to have 5 years as a 
maximum. It is to be able to spread a loan out that long and pay it 
back without a hardship so that the member can keep saving while he is 
repaying his loan that we would like to have it. 

Senator Busu. What is your experience with defaults under the 
3-year limitation? 

Mr. Ruoprs. We have had no worse experience than when the 
time was shorter. 

Senator Busu. Well, what is the experience? 

Mr. Ruopss. You see, if loans are repaid on installments—and 
most of them are 

Senator Busu. Are they repaid on equal monthly payments? If a 
fellow borrows $100 for 3 years he is supposed to pay it back in equal 
monthly installments, with the interest due at that time? 

Mr. Ruopss. That is right. 

Senator Busu. Have you any information for us concerning the 
experience on defaults? How many people do not pay back, how 
much money is not paid back in a given year such as 1952? Do you 
have any of those records with you? 

Mr. Ruopes. I can tell you generally that the experience in the 
credit unions, according to the last figures I saw, were that we had 
about fourteen one-hundredths of 1 percent loss from uncollectible 
loans. 

Senator Busy. Over what period? 

Mr. Ruopes. Over the period of the existence of the Federal credit 
unions since 1934. That mav be slightly higher now, but those are 
the last figures I recall. 
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Senator Busu. How about the last year? 

Mr. Ruopes. The losses were no greater in that year than in any 
other, and we made more loans. 

Senator Busu. Would you say that fourteen one-hundredths of 
1 percent in 1952 was still applicable? 

Mr. Ruopers. According to the information I have. 

Senator Busn. In other words, it is a very low rate of loss. 

Mr. Ruopes. That is correct. You see, as a loan payment becomes 
due the credit committee and the board of directors have the obligation 
to membership and the officials of the credit union to find out the reason 
for it and to prevent delinquency going on. They sometimes make 
adjustments and take into account circumstances that have happened 
to cause the situation, but they do not just forget about it when the 
loan is made and let it go on until it does become a bad loan. They 
have reserve funds to charge such to, incidentally, if that happens. 
This percentage I am speaking of represents a charge-off to the reserve 
funds. 

Senator Busn. | suppose the reserve fund varies with the different 
credit unions, depending upon the age of the credit union and the 
place where it is located, and all of that. 

Mr. Ruopss. That is correct. 

Senator Busn. It will vary in the amount of reserve funds they 
build up; is that right? 

Mr. Ruopzs. Yes. 

Senator Busu. Is there any target for reserve funds? 

Mr. Ruopes. Yes. At the start and still under certain conditions, 
a credit union is required to put 20 percent of its net earnings into the 
reserve fund and continues to do that until the reserve fund equals 10 
percent of the member’s shareholdings. 

Senator Busu. Would that be a prior charge to be set aside before 
this so-called patronage dividend that you are talking about? 

Mr. Ruopzs. That is right. They have to put 20 percent of the 
net earnings into the reserve funds before the payment of any divi- 
dends. 

Senator Busu. That is pretty good. 

Mr. Ruopxs. Sometimes there is not much left to pay it. 

Senator Busu. So that the fourteen one-hundredths of 1 percent 
would be a draft on that reserve fund and not otherwise? 

Mr. Ruopss. That is right. 

Senator Busu. Do you see my point? 

Mr. Ruopss. Yes, sir. 

Senator Busu. So the reserve funds would be more than adequate 
to take care of the fourteen one-hundredths of 1 percent. 

Mr. Ruopers. That is correct. 

Senator Busu. I think we have pretty well covered this. Have you 
any additional comments you would like to make? 

Mr. Ruopss. I don’t think of any, sir. 

Senator Busx. If vou would stand by for a little while, Senator 
Beall has another engagement and we would like to get to our next 
witness. If you have any comments later on, we will let you come 
back. In the meantime, we are very grateful to you and that was a 
very clear explanation that you gave us. 

Mr. Orchard, will you state your name and your official position, 
please. 
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STATEMENT OF CLAUDE R. ORCHARD, DIRECTOR, BUREAU OF 
FEDERAL CREDIT UNIONS 


Mr. Orcnarp. My name is Claude R. Orchard. I am Director 
of the Bureau of Federal Credit Unions, which is a part of the Depart- 
ment of Health, Education, and Welfare. 

Senator Busa. May I say to you that while we took committee 
action before we heard you, that we will be very glad to reverse it 
with respect to the first bill, if you can give us any reason why we 
should. We understood that you had no opposition. 

Mr. Orcuarp. As Mrs. Hobby has written to you, we favor S. 1665 
as you have now changed it. 

Senator Busan. We have accepted the amendment that the Depart- 
ment suggested, so for Senator Beall’s convenience, perhaps we will 
skip 5S. 1665 if you have no further comment about it and go to S. 1666, 
which we understand you do not approve. 

Mr. Orcuarp. That is right. Mrs. Hobby has written you that 
she would prefer not to have this bill passed. 

Senator Busx. Without objection, we will insert the letter from 
Mrs. Hobby on 8. 1666 in the record. 

The document above referred to follows:) 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, May ti 1958. 
Hon. Homer E, Capenart, 
Chairman, Committee on Bank ng and Curren Y, 
United States Senate, Washington, D. C. 

Dear Mr. CuHArRMAN: This letter is in response to your request of April 20, 
1953, for a report on 8. 1666, a bill to amend the Federal Credit Union Act. 

The bill provides for the amendment of several sections of the Federal Credit 
Union Act. Comments and recommendations are made upon these proposals in 
the same order as the sections of the bill. 

Section 1 of the bill would amend paragraph (5) of section 7 of the act so that 
loans in excess of their shareholdings could be made to directors, officers, and 
committee members of Federal credit unions when such loans are unanimously 
approved at a meeting of a majority of the board of directors and a majority of 
the credit committee and supervisory commivtee. The act now limits loans to 
directors and committeemen to the amount of their shareholdings in the credit 
union 

The present limitation on loans to directors and committeemen has been con- 
sidered an important safeguard against abuses of authority by Federal credit 
union officials and a protection for officials against unwholesome pressures from 
other officials for special favors. It has served quite effectively in attracting to 
official positions persons who are motivated primarily by a desire to be of service 
to fellow members. Loan delinquency becomes a more serious problem when 
the delinquents are officials of the credit union. Under such circumstances 
effective loan collection operations are quickly undermined, for officials who are 
delinquent themselves cannot be forceful in pressing other members to repay their 
loans. 

The present limitation on loans to officials has frequently been recognized as an 
important consideration in making a decision to organize a Federal credit union 
and in enlisting full support from the employer or sponsoring group. It is not 
easy for credit union officials to treat a loan application from a fellow official with 
the same impartial judgment as other applications. 

In our opinion, therefore, the fundamental values of the present safeguards 
substantially outweigh the advantages of the proposed amendment. 

Section 2 of the bill would amend the third sentence of section 6 of the Federal 
Credit Union Act so as to limit examination fees to $56 per day, or 50 cents per 
$100 of assets, whichever is lower. Section 3 would make this amendment 
effective for the calendar year 1953 and subsequent years. 

The Federal Credit Union Act now provides that ‘‘the Director shall fix a scale 
of examination fees to be paid by Federal credit unions, giving due consideration 
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to the time and expense incident to such examinations, and to the ability of 
Federal credit unions to pay such fees, which fees shall be assessed against and 
paid by each Federal credit union promptly after the completion of such examina- 
tion. 

During the past 4 years the Bureau of Federal Credit Unions has made steady 
progress toward a self-sustaining status. This progress has been made under the 
guidance and strong encouragement of the Bureau of the Budget and congressional 
appropriation committees. 

The existing regulation on examination fees provides for a day rate of $56, 
or 50 cents per $100 of assets, whichever is lower. The minimum fee is $5. Under 
this schedule of fees the Bureau of Federal Credit Unions is able to recover the 
current cost of its examination program. Any ceiling on examination fees that 
would prevent the Bureau from collecting the costs of the examination program 
would obviously make it impossible for this operation to be self-supporting. 
Among the factors that enter into the examiner-day cost of this program are 
salaries and travel expenses of the examiners, reviewing and typing of reports 
of examination, and other administrative costs applicable to the examination 
program, These are costs over which the Department has little or no control. 
While it is hoped that it will not be necessary to revise the present fees upward, 
the fixing of a statutory ceiling on the basis of present cost figures which may or 
may not remain stationary would make the statute unnecessarily rigid. 

Since it is contemplated that the Federal credit union program will become a 
self-sustaining one beginning with fiscal year 1954 it is vital that the authority 
to assess adequate fees remain unimpaired. We therefore strongly urge that no 
change be made in the Federal Credit Union Act with respect to the assessment 
of examination fees. 

Section 4 of the bill would amend paragraph (5) of section 7 of the act so as to 
authorize Federal credit unions to make loans with maturities up to 5 years. The 
present limit is 3 years. 

The maturity limit on loans was increased from 2 to 3 years by amendment of 
the Federal Credit Union Act on October 25,1949. It is apparent that the present 
limitation of 3 years on maturities was intended to restrict lending operations of 
Federal credit unions to the short-term consumer loan field. This is, of course, 
the area in which a credit union can make the most effective contribution. 
Although some of the larger Federal credit unions have expressed a desire to 
enter the field of long-term loans, we are not aware of any general demand from 
Federal credit unions to expand in this direction. Maturities beyond the present 
3-year limit would be a step in the direction of longer term loans. 

The contribution that Federal credit unions can make to the long-term loan 
field is questionable in our opinion. This field is now being served reasonably well 
and at rates which are as low or lower than Federal credit unions can be expected 
to furnish. Furthermore, this is a field that involves special skills and depends 
primarily on security. It requires controls that are not provided in the Federal 
Credit Union Act, which is directed primarily to character loans. We are seriously 
concerned over the change such operations would bring to Federal credit unions. 
Experience seems to indicate quite clearly that State-chartered credit unions that 
have entered the real-estate loan field have tended to neglect servicing the small 
loan field in which extremely high rates of interest are still prevalent in practically 
all parts of the country. 

In view of these considerations we recommend against the enactment of this 
bill. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report to your committee. 

Sincerely yours, 
Oveta Cup Hospsy, Secretary. 


Mr. Orcuarp. That is almost all I have to tell you except I would 
like to expand a little bit on some of the items which have been brought 
up here. There is a demand, as has been indicated, among officers to 
borrow money from their credit unions. We feel that it would add to 
our supervisory problems, and we feel that the experience of banks 
and other financial institutions which generally do not permit officers 
or directors to borrow is a good guide to follow in the credit union 
field. We do have some cases where there is collusion among officers. 
We have all the problems that come where people handle money. 
It would complicate our job of trying to keep these institutions clean. 
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Senator Busx. That is your principal objection to the bill, section 1? 

Mr. Orcuarp. That is right. 

Senator Busu. Do you object to other features of the bill, such as 
the limitation of examination fees? 

Mr. Orcuarp. That limitation of examination fees would seem to 
us to be an unreasonable limitation. We have no intention of raising 
the fees more than is necessary to support the Bureau. 

Senator Busa. And your records will support that? 

Mr. Orcuarp. That is right. Under our law this money can only 
be used to charter, supervise, and examine credit unions. It does not 
go to any other purpose. 

Senator BusH. You are not making any money on them, are you? 
Are you laying up any surplus this year? 

Mr. Orcuarp. We are asking this year to borrow $250,000 as a 
working fund so that we can be self-sustaining. We think our fees 
have been very modest. 

Senator Busn. How do you feel about this extension of the borrow- 
ing time from 3 to 5 years? 

Mr. Orcnarp. We feel that the Congress has wisely set up different 
types of Federal institutions to handle the credit needs of the country. 
There are several of them. But there are three main divisions now, 
of which we are a very small part. National banks, as you know, 
are limited in loans on real estate to 5 years unless they are amortized, 
and there they are limited to 10. We do have Federal savings and 
loan associations which are designed to take care of long-term loans, 
and they may loan for a long period of time. We also have the 
Farm Credit Administration, where long-time loans can be made on 
real estate. 

lt is my belief that the Federal credit union is an institution to take 
care of small short-term savings, and as such it has a place in our 
financial picture. The lending of money on real estate is a technical 
operation and some of our people—and we have many of them—have 
never even gone to high school. They are officers of credit unions. 
[ am saying to you that there are Federal credit unions in your State, 
Senator Bush, where they have perfectly capable people. One is 
located at the East Hartford Aircraft Plant which has about $10 
million with 35 or 40 or 50 employees, and a very capable man who is 
a director of one of the local banks is on the board of directors of that 
credit union. Surely we have some who could do it. But it would 
seem to me that the re is some advantage in this whole Federal picture 
of keeping people in their field, and I believe that the future of the 
credit union movement as such would be adversely affected if we went 
into the real-estate lending field. Our money is put in by people who 
are going to want it some day and who should have it the day they 
want it. !f we put it in long-term loans they could not have it. 
There is a difference between short-term consumer loans on the 
character of people in the making of them, because that is something 
that is close to people and they can do it. 

Senator Busy. You are against all sections of S. 1666, then? 

Senator Frear, have you any special question? IL will come back 
and review with you the S. 1665 matter on which there did not seem 
to be much controversy. The Department approved it and we all 
agreed that that would probably be all right. 

Senator Frear. Was not this S. 1665 up last year? 


(* 
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Senator Busu. Yes. 

4 ane you any questions you would like to ask this witness about 

. 1666? 

Senator Frear. Mr. Chairman, I appreciate this opportunity. 
[ came in, as you know, near the end of the testimony of the witness. 
I gathered from his remarks that he is opposed to S. 1666 in its en- 
tirety. ‘ 

Senator Busu. Yes, as to each section and in its entirety. 

Senator Frear. It is true that this is a type of cooperative? 

Mr. Orcuarp. That is right. 

Senator Frear. And that the people in control can regulate it by 
changing those in authority at any time? Suppose your fees are 
excessive or are not sufficient to cover the cost and the owners, mem- 
bers, desire to change it. How can they effect a change? 

Mr. Orcuarp. They could only effect it by coming to you or to 
someone higher in authority than I am, because under the law we have 
authority to fix the fees. These fees can only be used, Senator, for 
the chartering, supervision, and examination of Federal credit unions. 
We are controlled by the Bureau of the Budget and we are controlled 
by our superiors and we can put no one on the payroll except those 
we need. 

Senator Frear. Who are your superiors? 

Mr. Orcuarp. Mrs. Hobby is now the Secretary of the Department. 
You see, | work for the Government and she is now Secretary of the 
Department of Health, Education, and Welfare. 

Senator Frear. Where does your pay come from? Do the re- 
sources for your salary come from these fees and the operation of the 
credit unions? 

Mr. Orcuarp. That is right, they come from these fees through 
the Treasury. 

Senator FreAr. Your salary is no expense to the taxpayers of this 
country, as such? 

Senator Busu. | think it is, but it is reimbursable by these fees. 
Sut he is paid by the Federal Government. He is no servant of the 
credit unions. 

Senator FrREAR. That is what | thought. 

Mr. Orcuarp. In fact this year we had a $200,000 grant of Treas- 
ury funds for the year we are now working on, but that is to be the 
last. We are asking now only for a loan in order to have working 
funds to carry us until we get our supervision fees, which is January 
31 of each year. We expect to continue to be self-sustaining from 
this time on. 

Senator Frear. In the past, of course the credit unions have cost 
the Government something and rightfully so. I am in favor of that, 
so I am not critical of it. It is assumed that from now on, though, 
they will be self-supporting in their entirety, including your salary 
and your superior’s salary? 

Mr. Orcuarp. Now, my superior’s salary, of course, I would 
think probably would be obtained from other contributions. 

Senator Frear. But as far as your salary is concerned, it will come 
out of the operations of the credit unions or the profits they make. 
What is the source of funds for your capital, your operational funds 
for the credit unions? 
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Mr. Orcuarp. I gave the Senator some figures. It was $662 
million at the end of last vear of total assets of Federal credit unions in 
the country. Their gross earnings last year were a little over $40 
million. 

Senator Frear. To whom do those funds belong? 

Mr. Orcnarp. To 2,800,000 members throughout the United 
States. 

Senator Frear. The source of funds for the lending that the credit 
unions do comes from members of the associations who invest their 
funds for the capital of the credit unions? 

Mr. Orcuarp. That is right. 

Senator Frear. The only supervisor that you have, or your 
superiors, is in the Federal credit union agencies? 

Mr. Orcnarp. That isright.  . 

Senator FreAR. So you are the top man as far as the Federal credit 
unions is concerned, and you are paid out of the resources or earnings 
of the Federal credit unions? 

Mr. Orcnarp. Indirectly. 

Senator Frear. That is all. 

Senator Busx. Do you have anything further to say? 

Mr. Orcuarp. No, sir. 

Senator Bus. Thank you very much, indeed, sir. That was very 
clear. 

Mr. Rhodes, did you have anything further to remark or do you feel 
that you have told us all you need tell us? 

Mr. Ruoprs. Mr. Chairman, I don’t want to impose on the time 
of the committee any longer. I did think of one point, though, as he 
was speaking about the real-estate loans. We feel that our people 
have a right to make loans for services to help themselves and there 
are occasions when to consolidate a lot of obligations it requires a 
larger loan. I don’t think it is thought that 5 years would permit us 
to get very far into the real-estate field, and we have had a lot of 
experience in making loans up to 3 years. Obviously a new credit 
union and a small credit union may not be making loans under this 
if they had the privilege for quite some time. Maybe some of the 
others may not, because some are rather conservative. We don’t 
feel that should we have this privilege it will put us into the competi- 
tive field too much, but we do feel that it can be a distinct service to 
the credit unions and we shall and would watch it very carefully, as 
we would the other provisions such as this matter of officers borrowing. 
We do have a good deal of experience now, from a period of years, 
which we think justifies us in sincerely asking for the privilege we are 
seeking. 

Senator Busu. Thank you very much. I have a statement from 
the American Bankers Association which will be inserted in the record. 

(The statement referred to follows :) 


STATEMENT OF THE AMERICAN BANKERS ASSOCIATION 


The American Bankers Association desires to comment on section 4 of S. 1666 
which would extend the maximum maturity of loans made by Federal credit 
unions from 3 to 5 years. 

The legislative history of the Federal Credit Union Act has been one of contin 
uous expansion of the lending powers of Federal credit unions. Under the act 
as originally enacted in 1934, loans to members of the Federal credit union could 
not have maturities exceeding 2 years, no loan could be made in excess of $50 
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without adequate security, and no loan could be made to any member in excess 
of $200, or 10 percent of the Federal credit union’s paid-in and unimpaired capital 
and surplus, whichever is greater 

In 1940 the Federal Credit Union Act was amended to increase the amount 
which a Federal credit union could loan to any member on an unsecured basis 
from $50 to $100 

In 1946 the act was again amended to increase the amount which could be loaned 
without security from $100 to $300. 

In 1949 the act was once more amended to increase the amount that could be 
loaned without security from $300 to $400 and the maximum maturity of loans 
to members was increased from 2 to 3 years 

The Federal Credit Union Act, as enacted in 1934, had as its purpose, among 
other things, ‘‘to make more available to people of small means credit for provident 
purposes through a national system of cooperative credit.”’ 

The discussions in Congress prior to its enactment make it clear that the act is 
is intended to provide credit in small amounts to people who are closely associated 
together in employment, or social or fraternal activities, in order to meet temporary 
emergencies and to take care of temporary needs. 

Surely a member would not need a term of 5 years in which to pay back a loan 
of a few hundred dollars. Therefore, the only apparent reason for the extension 
of the maximum maturity of loans made by Federal credit unions, as proposed in 
section 4 of 8S. 1666, is to make it easier for Federal credit unions, particularly the 
large ones, to make loans of a size entirely out of character to what was the original 
intent of Congress. This proposal appears to be a part of a definite program of 
expansion on the part of these Federal credit unions. We urge that section 4 
be deleted from the bill. 


Senator Busu. The meeting is adjourned. 

The committee will go into executive session. 

(Whereupon, at 11:05 a. m., the subcommittee went into executive 
session. ) 


